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Mr.  Chairman  and  Nambars  of  tha  Subeomnittaa 


Wa  ara  plaaaad  to  ba  hara  to  provida  GAO 'a  parspactiva  on  tha 
potantlal  for  mlauaa  of  foraign  aconomic  and  military  aid  funds. 

I  will  discuss  tha  Agancy  for  Intarnational  Davalopmant 's  (AID'S) 
accountability  and  control  ovar  cash  transfers »  its  control  over 
local  currancias  ganaratad  from  U.S.  assistanca,  and  its  managamant 
of  overseas  contracting  and  procurement  systems.  I  will  also  tal)c 
about  AID'S  malaria  vaccina  program,  which  provides  a  good  case 
study  of  tha  abuses  that  can  occur  whan  controls  ara  weak.  Our 
discussions  of  military  aid  will  focus  on  grant  aid  accountability, 
control  ovar  technology  transfers,  accounting  «ystams  for  military 
aid,  and  tha  difficulties  encountered  in  auditing  covert  aid.  I 
will  also  discuss  special  program  accountability  issues  identified 
in  our  reviews  of  fuel  transfers  to  El  Salvador,  military  aid  to 
the  Philippines,  and  humanitarian  assistance  to  the  Nicaraguan 
E)einocratic  Resistance,  or  Contras. 


SUMMARY  OF  FINDINGS 

In  looking  at  AID  ovar  tha  years,  our  reviews  have  identified  a 
nQmber  of  managamant  and  internal  control  problems.  In  soma  cases, 
such  as  with  Economic  Support  Fund  (ESF)  cash  transfer  policy, 
improvements  have  bean  made  in  accountability  based  on  legislative 
requirements  for  tha  maintenance  of  separata  accounts  for  U.S. 
dollars.  However,  questions  of  accountability  and  control  remain 
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b«c«us«  AID'S  currsnt  policy  for  ESP  cash  transfers  doss  not 
contain  aganeywida  standards  for  verification  and  audit  of  dollar 
accounts. 

Our  reviews  of  Cosnodity  Import  Program  (CIP)  and  Public  Law  480 
food  assistance  programs  showed  that  AID  could  not  determine 
whether  local  currency  generated  from  the  assistance  was  deposited , 
or  used  as  required.  Serious  accountability  issues  continue  to 
confront  AID  in  its  monitoring  of  local  currency  use.  These 
include  the  lack  of  audit  coverage  for  local  currency  accounts « 
poor  host  country  reporting  on  account  activity,  and  lack  of 
assessments  of  host  country  capability  to  manage  the  accounts. 

Also,  there  is  debate  between  AID  management  and  the  AID  Inspector 
General  over  the  extent  to  which  AID,  or  the  host-government, 
should  maintain  accountability  and  control  over  local  currencies. 

Our  reviews  of  AID'S  overseas  contracting  system  have  also 
identified  significant  management  and  control  weaknesses.  These 
include  (1)  the  lack  of  accountability  for  certain  property  in  the 
hands  of  contractors,  (2)  Inadequate  contract  close-out  procedures 
and  final  audit  coverage,  and  (3)  poor  procurement  planning  by 
AID'S  overseas  missions. 

A  good  case  study  of  what  can  happen  when  financial  accountability 
and  internal  control  systems  are  weak  is  AID'S  malaria  vaccine 
research  project.  Our  review  of  this  project  found  that  inadequate 
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project  monitoring,  lack  of  financial  audit,  and  othar  managamant 
%faaknaaaa8  dixactly  contributad  to  tha  miausa  and  wasta  of 
aconomic  aasiatanca  funds.  Tha  rasponsibla  AID  projact  officar 
ultimataly  plad  guilty  to  tha  accaptanca  of  an  illagal  gratuity, 
and  a  principal  univarsity  rasaarchar  was  indictad  for  tha  thaft  of 
AID  grant  funds. 

Carta in  problams,  which  incraasa  tha  risk  of  misusa  in  many 
aconomic  assistance  programs,  appear  to  be  systemic  in  AID.  We 
have  found  these  to  include  limitations  on  AID'S  ability  to 
monitor  dacentralizad  field  operations,  tha  lack  of  standard 
accountability  raguiramants  for  tha  overseas  missions,  weaknesses 
in  agency  accounting  and  information  systems,  and  limitations  in 
audit  coverage.  AID  recognizes  that  such  problams  can  threaten  tha 
integrity  of  tha  program.  As  part  of  tha  Federal  Manager's 
Financial  Integrity  Act  process,  AID  has  identified  tha  following 
as  material  agency  internal  control  weaknesses. 

—  A  primary  accounting  system  that  has  not  been  fully  integrated 
with  subsidiary  and  program  systems. 

•>  Inadequate  audit  coverage  of  overseas  mission  programs. 

•-  Insufficient  number  of  direct-hire  staff. 

--  Inadequate  assessments  of  host-country  capability  to  manage 
AID -financed  host  country  contracts. 

--  Inadequate  procedures  for  tracking  host  country-owned  local 
currency. 
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Our  r«vi«ws  of  U.S.  military  aid  have  also  idantifiad  a  numbar  of 
accountability  and  managamant  problams,  including 

—  limitations  on  U.S.  monitoring  of  military  grant  aid, 

—  tha  unauthor isad  usa  of  tachnology, 

--  inadaguata  accounting  systams  for  managamant  of  military  aid, 
and 

--  difficultias  in  auditing  covart  aid  oparations. 

Tha  case  that  probably  bast  damonstratas  managamant  oversight, 
accountability,  and  control  problems  in  military  aid  is  tha 
transfer  of  military  fuels  in  El  Salvador.  Wa  found  that  (1)  grant 
a id -funded  fuel  supplied  to  tha  Salvadoran  Air  Force  had  bean 
improperly  transferred  to  air  craws  involved  in  a  resupply 
operation  supporting  tha  Contras  and  (2)  there  ware  no  U.S. 
controls  over  Salvadoran  Air  Force  usa  of  tha  proceeds  generated 
from  selling  fuel  back  to  tha  U.S.  government  and  its  contractors. 


Our  1986  review  of.  military  aid  to  tha  Philippines  concluded  that 
U.S.  aid  was  not  always  used  or  managed  affectively  to  counter  the 
communist  insurgency  in  that  country,  we  found  several  problems, 
including  questionable  military  purchases  by  the  Philippine 
military  and  lack  of  U.S.  access  to  Philippine  bases  to  monitor 
equipment  use.  A  subsequent  review  indicated  that  some 
improvements  had  taken  place. 
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Ita  hav*  also  lookad  at  tha  Dapartmant  of  Stata's  managamant  of 
humanitarian  assistanca  for  tha  Contras,  wa  found  that  Stata's 
control  procaduras  vrara  insufficiant  to  ansura  that  tha  funds  wars 
usad  as  intandad  by  law.  Spacif ically*  problams  ineludad  Stata's 
inability  to  monitor  and  varify  tha  validity  of  purchasas  mada  in 
tha  Cantral  Amariean  ragion,  and  a  limitad  ability  to  varify  and 
monitor  final  dalivary  and  usa  of  itams  purchasad  undar  the 
program.  Since  1988 »  AID  assumed  managamant  of  tha  Contra 
assistance  program  at  tha  direction  of  tha  Congress. 

I  will  now  discuss  these  issues  in  more  detail. 

ECONOMIC  ASSISTANCE 

Our  past  and  ongoing  reviews  of  AID  operations  and  programs  have 
identified  numerous  control  and  managamant  weaknesses.  These 
weaknesses  not  only  increase  the  vulnerability  of  AID  to  fraud, 
waste,  and  abuse,  but  also  reduce  the  overall  efficiency  and 
effectiveness  of  assistance  efforts.  We  found  instances  where  AID 
could  not  determine  if  funds  and  commodities  were  used  as  intended. 
In  other  instances,  %re  found  that  local  currencies  and  commodities 
«#ere  misused. 


Cash  Transfers 

Over  tha  years,  tha  United  States  has  provided  several  billion 
dollars  in  ESF  cash  transfers  as  part  of  its  assistanca  package. 
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Our  r«vl«w8  of  ESF  program!  in  tha  19808  indicatad  that 
accountability  for  caah  tranafara  «#aa  waak: 

--  U.S.  dollar!  wara  of tan  conminglad  with  othar  boat  country 
ravanuaar  making  accounting  for  thaaa  fund!  difficult  and,  in 
aoma  Inatancaa,  impoaaibla. 

••  Many  miaaiona  rallad  on  boat  countriaa  to  tall  tham  how  tha 
monay  vraa  uaad,  Inataad  of  varifying  actual  uaa. 

••  H08t*country  reporting  on  fund  uaa  waa  fraguantly  lata, 
inaccurate,  or  nonaxiatant. 

For  example,  our  1986  report  on  U.S.  aaaiatanca  to  tha  Philippine! 
concluded  that  tha  diapoaition  or  actual  uaa  of  over  $200  million 
in  caah  tranafara  (provided  aa  of  February  1986)  could  not  be 
determined.  Special  account!  %iarc  not  required  by  AID,  and  ESF 
fund!  wara  conminglad  with  othar  racaipta  in  tha  Philippine 
Treasury.  In  a  1987  report  on  aaaiatanca  to  Liberia,  t«a  identified 
a  variety  of  control  waaknaaaaa  affecting  tha  ESF  program  in  the 
early  and  mid  1980a,  including  (1)  the  Liberian  Government 'a 
failure  to  report  ita  uae  of  initial  ESF  grant!,  or  to  report 
within  eatabliahed  time  framaa  and  (2)  AID 'a  failure  to  audit  tha 
ESF  program,  even  though  accountabilitty  problem!  wara  apparent. 

Lagialation  in  affect  ainca  February  1987  raguiraa  apacial  account! 
to  help  track  tha  uae  of  ESF  caah  tranafara.  Nonathalaaa,  we  found 
in  a  review  aubaaquant  to  paaaaga  of  tha  lagialation  that  AID  atill 
could  not  alwaya  trace  ESF  funda  to  their  and  uaa.  Although  aome 
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•id  recipients  vre  looked  at  (Egypt,  Jamaica,  and  Senegal)  Initially 
deposited  ESF  grants  into  separate  accounts  as  required,  they 
later  transferred  the  funds  to  oommingled  accounts  before 
disbursing  them.  In  some  cases,  ho%iever,  commingling  was  difficult 
to  avoid  because  dollars  supported  foreign  exchange  auctions  or 
were  provided  to  members  of  regional  monetary  unions.  We  also 
found  that  (1)  AID'S  missions  did  not  plan  to  systematically  verify 
recipient  reports  on  the  use  of  cash  transfers  or  audit  the  special 
accounts  and  (2)  AID  did  not  require  separate  accounts  for  certain 
types  of  ESF  sector  grants  and  project  assistance  because  it  did 
not  define  such  assistance  as  cash  transfers. 

The  most  recent  information  available  to  us  on  the  status  of  ESF 
dollar  accounts  is  a  June  1989  AID  survey  of  its  overseas 
missions.  The  AID  survey  developed  information  on  both  dollar  and 
local  currency  accounts,  including  the  number  of  such  accounts, 
the  amounts,  and  specific  problems  encountered  by  the  missions  in 
monitoring  them.  In  response,  the  missions  reported  that  dollar 
accounts  had  been  established  in  commercial  or  federal  reserve 
banks  and  that  dollars  were  not  being  commingled.  However, 
questions  of  accountability  remain  due  to  the  lack  of  agencywide 
standards  for  verification  and  audit  of  dollar  accounts.  AID'S 
policy  on  ESF  cash  transfers,  which  was  established  in  October 
1987,  states  that  (1)  assistance  agreements  should  provide  for 
appropriate  audit,  (2)  recipients  should  periodically  report  on  the 
disposition  of  funds,  and  (3)  recipients  should  make  available  to 
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AID  th«  records  supporting  thslr  reports  for  3  years  after  the 
final  disbursement.  AID'S  special  account  survey  did  not  report  on 
the  extent  dollar  accounts  have  been  audited. 

Subsequent  to  AID'S  survey  of  its  overseas  missions^  the  fiscal 
year  1990  appropriations  act  for  foreign  operations  required  that 
separate  accounts  also  be  established  by  recipients  of  cash 
transfers  provided  as  nonproject  sector  assistance.  AID  officials 
told  us  that  they  are  now  considering  agencywide  guidance  to 
implement  this  account  requirement#  along  with  standards  for 
verification  and  audit  of  all  dollar  accounts. 

Local  Currency  Issues 

As  of  June  1989#  AID  reported  about  250  host  country-owned  local 
currency  accounts  with  deposits  exceeding  $1  billion.  Local 
currency  is  often  generated  from  commodity  and  food  sales  and#  in 
some  cases#  recipients  of  cash  transfers  are  required  to  deposit 
local  currency  into  special  accounts.  Our  reviews  of  CIP  and 
Public  Law  480  food  assistance  programs  during  the  1980s  concluded 
that  inadequate  accounting#  monitoring#  and  reporting  systems  have 
prevented  AID  from  (1)  verifying  that  required  local  currency 
deposits  were  actually  made  and  (2)  determining  whether  withdrawals 
and  disbursements  were  made  for  agreed  purposes.  Misuse  of  both 
commodities  and  local  currency  has  occurred. 
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For  •xanple,  vm  reported  in  1987  that  both  Public  Law  480  title  I 
rice  and  local  currency  generated  from  the  rice  sales  were  misused 
by  the  Liberian  Government  and  its  agents.  A  several  million 
dollar  shortfall  in  accounts  resulted.  In  addition,  v  found  that 
the  government-o%med  bank  that  managed  the  local  currency  accounts 
made  unauthorized  withdrawals  of  approximately  $1.7  million  from 
the  fiscal  year  1986  account.  Our  1987  report  on  assistance  to 
Indonesia  also  identified  weaknesses  in  AID'S  accounting  for  the 
title  I  program.  Although  the  problems  were  not  nearly  as  serious 
as  those  in  Liberia,  AID  did  not  require  local  currency  funds  to  be 
deposited  in  a  special  account  to  avoid  commingling,  nor  did  it 
enforce  Indonesian  compliance  with  financial  reporting 
requirements. 

In  1988,  we  reported  that  the  mission  accounting  and  monitoring 
systems  in  Egypt  and  Pakistan>-two  of  the  largest  commodity  import 
programs — did  not  provide  conq)lete  or  accurate  information  on 
commodity  imports.  CIP  transactions  for  one  fiscal  year  were 
underreported  by  $95  million  in  Egypt  and  about  $84  million  in 
Pakistan.  Without  coniplete  information  on  commodity  transactions, 
AID  could  not  identify  all  commodities  for  end  use  checks,  or 
verify  that  required  local  currency  deposits  were  made.  AID 
monitoring  of  the  local  currency  in  those  countries  was  not 
sufficient  to  provide  reasonable  assurance  that  funds  were  used  for 
their  intended  purposes. 
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ha  previously  nentionsd,  the  June  1989  AID  survey  of  the  overseas 
missions  provided  more  current  information  on  local  currency 
accounts.  The  survey  indicated  that  significant  accountability 
issues  remain  because  (1)  most  local  currency  accounts  had  not  been 
audited,  (2)  host  country  reporting  on  currency  accounts  was 
generally  untimely  or  Inaccurate,  and  (3)  most  of  the  missions  had 
not  assessed  whether  the  host  governments  had  adequate  financial 
management  systems  to  manage  the  accounts.  AID  missions  cited  the 
lack  of  staff  as  an  obstacle  in  monitoring  the  accounts. 

One  issue  currently  being  debated  within  AID  concerns  the  degree  of 
accountability  and  control  that  AID  missions  should  exercise  over 
local  currency  generated  through  our  assistance  programs.  AID’S 
management  recognizes  that  it  must  have  "reasonable  assurance"  that 
local  currencies  are  used  for  appropriate  development  efforts,  but 
it  holds  the  host  countries  primarily  accountable  for  providing 
adequate  financial  management  controls  because  they  own  the  funds. 
On  the  other  hand,  the  AID  Inspector  General's  position  is  that  the 
agency  must  maintain  control  because  local  currency  is  generated 
from  U.S.  assistance.  This  issue  has  been  debated  for  some  time 
without  being  resolved,  but  AID  officials  said  that  they  are 
considering  several  options  for  providing  reasonable  assurance 
that  local  currencies  are  being  appropriately  used.  These  options 
include  (1)  requiring  formal  and  standard  financial  assessments  of 
host  country  agencies  responsible  for  local  currency  accounts  and 
the  organizations  receiving  the  funds,  (2)  strengthening  reporting 
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•nd  vczification  procaduras  for  local  eurrancias  hald  in  tpacial 
accounts^  and  (3)  raquizing  audita  of  host  country  agancias 
managing  tha  accounts  and  tha  organizations  racaiving  tha  funds. 

Contracting  and  Procuramant  Issuas 

A  significant  portion  of  tha  AID  program  is  administarad  through 
two  typas  of  contracts:  diract  and  host  country.  Diract  contracts 
ara  nagotlatad  and  awardad  by  AID»  whila  host  country  contracts 
are  negotiatad  and  awardad  by  host  country  officials.  The  value  of 
active  contracts  financed  by  AID  exceeded  $2  billion  at  the  end  of 
fiscal  year  1989. 

Our  recently  completed  and  ongoing  reviews  of  AID'S  direct 
contracting  system  identified  several  internal  control  and 
management  deficiencies.  He  found  that  AID  does  not  exercise 
adequate  accountability  for  project>funded  nonexpendable  property 
in  the  possession  of  contractors  (for  examplsr  computer  hardware 
and  software,  motor  vehicles  and  office  equipment) .  Also,  AID  was 
somewhat  lax  in  ensuring  that  completed  contracts  received  a  final 
audit  and  were  expeditiously  closed  out.  Weak  contracting  and 
procurement  management  at  the  overseas  missions,  in  our  opinion, 
also  contribute  to  Internal  control  problems  and  reduced  program 
efficiency.  Potential  problems  identified  during  our  ongoing 
review  include  (1)  inadequate  procurement  planning  by  the  missions, 
(2)  a  lack  of  procurement  training  for  mission  staff,  particularly 
project  officers,  and  (3)  concerns  about  the  independence  of 
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overseas  contracting  officers.  Also#  reliable  information  on  AID- 
financed  host  country  contracts  is  not  available  at  either 
AID/Washington  or  at  many  of  the  AID  missions. 

The  Malaria  Vaccine  Research  Project 

AID'S  malaria  vaccine  research  project  illustrates  fhat  U.S. 
programs  can  be  subject  to  fraud  and  abuse  when  management# 
financial  accountability#  and  internal  controls  are  weak.  AID  has 
obligated  over  $90  million  since  1966  for  malaria  vaccine  research 
and  field  trial  activities.  Our  1989  review  of  this  project 
disclosed  that  the  project  generally  lacked  program  and  financial 
accountability.  As  a  result#  project  funds  were  misused  or  wasted. 
A  fundamental  control  weakness  was  the  lack  of  supervision  of  the 
malaria  vaccine  research  project  officer.  Ihe  project  officer  and 
the  technical  office  responsible  for  the  project  had  misrepresented 
the  results  of  pre-award  evaluations  of  at  least  three  research 
proposals  and  based  on  these  misrepresentations#  the  proposals  were 
selected  and  fully  funded  despite  negative  pre-award  evaluations. 

We  also  found  that  con^etition  had  been  waived  for  10  of  11 
subprojects  and  the  basis  for  waiving  competition  was  questionable 
in  all  10  instances.  Waivers  had  been  based#  in  part#  on 
inaccurate  documentation  sent  from  the  technical  office  responsible 
for  the  malaria  vaccine  research  project  to  AID  procurement 
off ic ials. 
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In  addition,  AID  did  not  anaura  financial  audit  covaraga  of  projact 
axpandituras.  Audits  parformad  prior  to  1988  focusad  on  indiract 
costs  and  ovarhaad  ratas,  and  did  not  covar  diract  projact 
axpansas.  Consaquantly,  thasa  audits  idantifiad  faw  quastionabla 
costs  and  uncovarad  no  major  financial  managamant  waaknassas, 
misusa  of  funds,  or  indications  of  fraud.  Ours  was  a  managamant 
raviaw,  not  a  fraud  invastigation,  but  it  is  important  to  nota  that 
tha  AID  projact  officar  ultimataly  plad  guilty  to  criminal  chargas, 
including  accaptance  of  an  illagal  gratuity.  Also, 

--  the  principal  rasaarchar  from  the  University  of  Hawaii  was 
indicted  for  theft  of  AID  funds; 

--  University  of  Illinois  auditors  ware  investigating  claims  that 
tha  university's  principal  rasaarchar  had  diverted  AID  funds  to 
personal  use;  and 

—  a  contractor  for  tha  malaria  vaccina  research  program  has 
alleged  that  the  principal  rasaarchar  for  a  subproject  at  tha 
National  Institute  of  Health  in  Bogota,  Colombia,  defrauded  tha 
U.S.  government  by  submitting  false  claims  to  tha  prime 
contractor. 

MILITARY  AID 

Our  reviews  of  U.S.  military  aid  have  Idantifiad  several  problems. 
Among  these  are  a  lack  of  accountability  and  control  over  aid 
transfers,  ineffective  managamant  and  use  of  U.S.  aid  by  tha 
recipient  countries,  and  recipient  transfers  of  items  in  violation 
of  agreements  governing  tha  provision  of  U.S.  aid  and  technology. 


13 


Asilstanc*  without  Accountability 

Prom  the  1950s  through  the  early  19708,  the  military  aid  program 
provided  U.S.  equipment  and  services  on  a  grant  basis  for  use  by 
foreign  recipients.  Grant  aid  legislation  provided  that  items 
supplied  under  the  program  %fere  subject  to  U.S.  monitoring  and 
control.  In  the  1970s,  the  program  evolved  from  a  grant  of  U.S. 
property  to  primarily  a  sales  program.  The  new  sales  legislation 
was  silent  on  authorizing  U.S.  monitoring.  In  the  early  1980s, 
grant  aid  was  revived  as  a  major  component  of  U.S.  security 
assistance.  At  the  Administration's  request,  the  Congress  approved 
administering  grant  aid  under  the  sales  program  legislation.  As  a 
result,  there  is  no  statutory  provision  specifically  providing  for 
U.S.  monitoring  of  items  provided  as  grant  aid  after  delivery. 

This  lack  of  U.S.  legislative  authority  to  monitor  grant  aid  can 
act  as  a  constraint  on  U.S.  accountability  over  foreign  aid.  For 
example,  our  1989  report  on  the  Philippines  program  noted  that  most 
U.S.  military  aid  provided  to  the  Philippines  under  current  foreign 
aid  legislation  becomes  the  property  of  the  Philippines.  The 
Philippine  military  is  not  required  to  and  does  not  report  on  the 
distribution  of  this  aid.  Additionally,  U.S.  government  attenqpts 
to  monitor  usage  are  dependent  upon  the  discretion  of  the 
Philippine  military  to  allow  U.S.  officials  access  to  Philippine 
bases  and  forces.  Although  the  access  situation  has  improved,  U.S. 
access  to  these  bases  and  forces  is  still  limited. 
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ni*  accountability  and  control  problem  aasociatad  with  monitoring 
foreign  aid  use  at  the  discretion  of  the  recipient  is  compounded  by 
the  fact  that  what  monitoring  is  done  is  not  a  primary  function  of 
n.S.  officials  in  the  foreign  country.  While  the  Department  of 
Defense  (DOD)  still  requires  monitoring,  this  is  a  secondary 
function  for  these  officials.  We  plan  to  conduct  a  worldwide 
review  of  accountability  of  U.S.  military  aid.  Among  the  issues  to 
be  addressed  are  those  of  constraints  on  U.S.  accountability  of 
equipment  funded  on  a  grant  basis,  the  impact  of  national 
sovereignty  on  controls,  and  the  trade-offs  between  personnel 
levels  and  accountability.  The  Philippines  will  be  one  of  the 
countries  included  in  this  review. 

Technology  Transfers 

Technology  transfers  is  another  area  of  increasing  concern  because 
of  the  potential  for  misuse  of  the  technology  (including  that 
funded  by  U.S.  foreign  aid),  as  well  as  the  long-term  negative 
impact  on  the  U.S.  industrial  base  of  unauthorized  production  and 
sales  of  equipment  of  U.S.  origin.  For  exan^le,  our  1988  report  on 
Korea's  coproduction  of  the  M-16  rifle  disclosed  that  (1)  Korean  M- 
16  rifles  and  parts  production  funded  with  U.S.  military  aid 
exceeded  levels  authorized  in  the  production  agreements  and  (2) 
Korea  had  entered  into  unauthorized  sales  agreements  with  third 
parties,  including  at  least  one  confirmed  sale.  These  problems 
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resulted,  in  part,  from  limitad  U.S.  govarnmant  monitoring  and 
ovar sight  of  tha  program. 

Our  follow-up  raport  in  1989  found  similar  problams.  Spaeifically, 
tha  axacutiva  branch  did  not  diractly  managa  or  monitor  %forldwida 
coproduction  programs  to  ansura  complianca  with  agraamant 
rastrictions  on  production  quantities  and  third  country  sales.  We 
found  that  unauthorized  third  country  sales  of  coproduced  equipment 
occurred  in  5  of  18  major  programs  and  in  numerous  minor  programs. 
In  those  instances  where  tha  State  Department  took  action  regarding 
these  violations,  the  typical  response  was  a  diplomatic  protest. 

We  recommended  that  the  Departments  of  State  and  Defense  improve 
management  controls  over  these  transfers  by  adopting  internal 
control  procedures  and  increasing  monitoring  of  compliance  with  the 
agreements  that  govern  the  transfers.  To  date,  some  of  our 
recoinnendations  have  been  implemented  and  others  are  in  the  process 
of  being  implemented. 

Accounting  System  Problems 

In  addition  to  our  reviews  of  the  management  of  the  provision  of 
U.S.  military  aid,  we  have  also  reviewed  the  accounting  system  that 
supports  these  transfers.  For  over  10  years,  GAO  and  DOD  auditors 
have  reported  major  accounting  and  internal  control  weaknesses 
that  impair  DOD's  ability  to  properly  manage  the  foreign  military 
sales  trust  fund  and  to  provide  accurate  statements  to  its 
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custonwrc.  Additionally,  thaaa  problana  racantly  raaultad  in  tha 
Offica  of  Managamant  and  Budgat  placing  foraign  military  salas  on 
its  list  of  "high  risk"  araas  in  tha  fadaral  govarnmant. 

wa  ara  involvad  in  a  multi -staga  raviaw  of  DOD  af forts  to.  addrass 
thasa  long-standing  accounting  problams.  Our  January  1990  raport 
concluded  that  000  has  iiQ>lamantad  anhancamants  to  tha  central 
accounting  system  that  ara  intended  to  ensure  that  records  ara 
accurate  and  that  discrepancies  between  disbursements  and  billing 
records  are  promptly  identified  and  corrected,  wa  also  concurred 
with  the  decision  to  postpone  implementation  of  a  new  trust  fund 
account  until  it  can  perform  its  designated  function.  Subsequent 
reports  will  cover  the  development  of  a  new  accounting  and  billing 
system  for  foreign  military  sales* 

Covert  Programs  Hamper  Auditing  Controls 

He  are  all  aware  of  the  Iran-Contra  scandal.  Our  1987  report  on 
OOD's  arms  transfers  to  the  Central  Intelligence  Agency  (CIA) 
disclosed  that  DOD  bypassed  its  normal  review  and  approval  channels 
in  managing  the  arms  transfers,  and  it  underpriced  the  arms  by  $2.1 
million,  we  recommended,  in  part,  that  DOD  adjust  its  billing  and 
obtain  reimbursement.  The  CIA  provided  DOD  with  an  additional 
payment  of  about  $300,000  as  partial  reimbursement  for  the 
undercharge.  CIA  officials  stated  that  this  was  the  remainder  of 
the  funds  that  it  had  received  from  the  third  party  for  the  sale  of 
the  missiles.  Thus,  the  U.S.  government  received  $1.8  million  less 
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•s  a  result  of  this  sals  than  the  actual  value  of  the  missiles,  in 
addition  to  the  CIA  sole  in  the  sale  of  the  missiles  bett#een  two 
agencies,  GAO  wanted  to  review  the  CIA's  role  in  the  overall 
missile  transfer.  Ho%#ever,  the  CIA  would  not  allow  GAO  to  review 
its  role  in  any  aspect  of  the  Iran-Contra  transfers. 

We  have  encountered  similar  problems  and  concerns  regarding  the 
provision  of  aid  to  the  Afghan  rebels.  In  1987  and  1989,  we  were 
requested  to  review  the  provision  of  military  aid  to  the  Afghan 
rebels,  including  reports  of  diversions  and  misuse  of  the  aid.  In 
both  cases,  we  were  not  able  to  perform  our  work  because  the  CIA 
would  not  allow  us  to  audit  a  covert  program.  However,  we  were 
allowed  to  review  the  AlO-administered  Afghan  assistance  program. 
Our  vork  confirmed  our  concerns  about  control  and  accountability 
problems  associated  with  Afghan -re la ted  programs.  Other  cases  that 
demonstrate  the  problems  in  accountability  and  control  of  military 
and  humanitarian  aid  follow. 

Salvadoran  Fuel  Transfers 

In  a  1989  report,  we  reported  on  allegations  that  U.S.  military 
grant  aid-funded  fuel  supplied  to  the  Salvadoran  Air  Force  had  been 
improperly  transferred  to  air  crews  involved  in  a  resupply 
operation  supporting  the  Contras.  The  State  Department  had  been 
asked  previously  to  investigate  this  matter  and  concluded  that  no 
significant  diversion  had  occurred.  I  would  point  out  that  we 
subsequently  discovered  that  the  State  investigation  was 
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£und«Mntally  flawed.  Stata  did  not  quaation  thoaa  parsons  with 
diract  knowladga  of  tha  rasupply  oparation  about  rafualing 
activitias. 

Ragarding  tha  divarsion  quaation*  t#a  found  that  ovar  $100*000  in 
fual  transfars  to  tha  Contras  and  othar  third  partias  occurrad  in 
1986  and  1988.  Thasa  transfars  violatad  agraanants  batwaan  tha 
Unitad  Statas  and  El  Salvador*  stipulating  that  titla  or  possassion 
of  U.S.-suppliad  dafansa  itans  or  sarvicas  cannot  ba  transfarrad 
without  prior  U.S.  govarnnent  consant.  Following  a  langthy  raviaw 
of  our  work*  tha  axacutiva  branch  acknowladgad  that  tha  divarsions 
took  placa  and  formally  notifiad  tha  Congrass. 

Wa  also  found  that  tha  Salvadoran  Air  Forca  sold  almost  $1.5 
million  of  fual*  providad  on  a  grant  basis  undar  tha  U.S.  military 
aid  program*  back  to  tha  U.S.  govarnmant  and  its  contractors. 

Salas  of  U.S.  govarnmant-fundad  fual  traca  back  to  1985.  Undar 
the  sales  arrangement*  the  Salvadoran  Air  Force  received  local 
currency  checks  ffom  tha  U.S.  embassy  in  San  Salvador  for  fual 
transferred  to  U.S.  military  aircraft  and  dollar  payments  from 
contractor  personnel  for  fual  transfarrad  to  aircraft  performing 
%^rk  undar  U.S.  govarnmant  contracts.  Tha  use  of  tha  sales 
proceeds  was  at  tha  discretion  of  tha  Salvadoran  Air  Forca*  with  no 
U.S.  govarnmant  control  or  accountability  ovar  their  expenditure. 
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Conc«rn«d  about  tha  propriety  of  direct  payments  and  the  lack  of 
U.S.  government  control  over  these  funds,  DOD  officials  indicated 
procedures  were  established  in  April  1987  to  credit  U.S.  fuel 
payments  to  a  DOD  account  against  future  government- to-government 
transfers  of  military  aid.  In  December  1988,  we  discovered  that 
the  credit  system  did  not  include  the  dollar  payments  from  the 
contractor  flights  because  U.S.  officials  had  not  been  aware  of 
these  sales. 

In  June  1989  testimony  on  the  fuel  sales  and  the  credit  system,  a 
DOD  official  stated,  in  part,  that  DOD  had  "taken  appropriate  steps 
to  ensure  .  .  .  that  payments  received  for  authorized  transfers  are 
properly  controlled  and  reutilized."  Our  subsequent  check 
disclosed  that  this  was  not  the  case,  we  found  that  the  fuel 
proceeds  were  placed  in  a  Salvadoran  account  used  for  commercial 
purchases  that  is  not  revie%#ed  or  approved  by  the  U.S.  government, 
as  the  Congress  and  GAO  had  been  led  to  believe.  From  April  1987 
to  September  1989,  the  Salvadoran  military  used  the  proceeds  in  the 
account  to  make  over  $1  million  in  commercial  purchases.  Among  the 
items  funded  from  this  account  were  a  $350,000  purchase  of 

buildings  in  El  Salvador,  despite  U.S.  government  concerns  that  the 
property  was  overvalued,  and  a  car  for  the  Salvadoran  military 
attache  in  Washington.  In  addition,  funds  were  planned  for  but  not 
expended  on  two  trips  by  the  then  Salvadoran  Air  Force  commander. 

We  are  continuing  to  review  the  operation  of  this  account. 
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1  will  nak«  one  final  point  about  tha  fuala  easa.  El  Salvador  is 
ona  of  tha  four  countrias  that  hava  racaivad  fual  in  racant  yaars 
undar  tha  U.S.  military  aid  program.  Tha  othars  ara  Honduras, 
Israal,  and  tha  Philipp inas.  Na  hava  informally  suggastad  to  DOD 
officials  that  thay  raviaw  tha  provision  of  fuals  to  thasa 
countrias  to  ansura  that  similar  control  and  accountability 
problams  hava  not  occurrad.  Mhila  thara  was  soma  agraamant  that 
this  would  ba  a  prudant  managamant  practica,  thara  has  baan  littla 
dona  to  implamant  our  suggastion.  Managamant  attantivanass  of  this 
natura  could  ba  a  major  factor  in  stopping  tha  occurranca  and 
continuation  of  problams  with  accountability  and  control. 

Philippinas  Aid 

In  a  1986  raport,  %ra  statad  that  U.S.  military  aid  to  tha 
Philippinas  was  not  always  managad  or  usad  affactivaly  to  countar 
tha  communist  insurgency.  Spacif ically,  wa  found  controversial 
Philippine  military  purchases,  including  ona  that  was  being 
investigated  for  fraud  by  tha  Justice  Department,  poor  procurement 
planning,  problems  in  the  selection,  retention,  and  utilization  of 
U.S. -trained  Philippine  military  personnel,  and  limited  U.S.  access 
to  Philippine  military  installations  in  order  to  monitor  how 
equipment  was  usad.  Ha  noted  that  tha  United  States  had  taken 
steps  to  reverse  a  general  attitude  that  U.S.  military  aid  was 
Philippine  government  money  to  ba  spent  as  it  wanted,  regardless 
of  whether  it  addressed  tha  primary  threat. 
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In  a  1989  follow-up  report*  vra  found  that  various  Improvamants  had 
taken  place  to  ensure  that  O.S.  aid  was  better  directed  toward 
countering  the  internal  Insurgency.  Specifically*  the  Philippine 
military  had  in^roved  its  planning*  procurement*  and  training. 
However*  tdiile  U.S.  officials  had  greater  access  to  various 
Philippine  bases*  they  tiere  generally  unable  to  visit  the  bases  and 
operations  of  front  line  units  actively  engaged  in  the 
counterinsurgency  program.  As  such*  questions  remain  as  to  whether 
adequate  control  and  accountability  is  being  exercised  regarding 
the  eventual  distribution  of  U.S.  military  aid. 

Contra  Aid 

In  1985*  the  Congress  authorized  $27  million  in  humanitarian 
assistance  for  the  Contras.  A  key  provision  of  the  law  required 
the  President  to  establish  appropriate  procedures  to  ensure  that 
program  funds  were  not  used  for  other  than  humanitarian  purposes. 

We  reported  in  1986  that  the  State  Department's  control  procedures 
were  insufficient  to  ensure  that  the  funds  were  used  as  intended  by 
law.  The  State  Department  could  not  establish  management  controls 
outside  the  United  States  because  certain  Central  American 
governments  were  unwilling  to  tnllow  it  to  establish  offices  in 
their  countries.  While  the  State  Department  exercised  a 
considerable  level  of  control  over  items  purchased  in  the  United 
States*  it  could  not  verify  the  validity  of  purchases  made  in  the 
region  (64  percent  of  the  program).  State  was  also  limited  in 
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varifying  th«  final  dalivary  and  uaa  of  tha  itams  purchaaad  undar 
tha  program.  Stata  subsaquantly  discovarad  that  aoma  paymanta  wara 
baaad  on  falaa  racaipta*  or  %iara  for  munitiona^  which  wara 
prohibitad  undar  tha  program. 

About  $6  million  in  paymanta  for  itama  purchaaad  in  tha  rag ion  wara 
mada  to  U.S.  bank  accounta  of  aganta  acting  on  bahalf  of  tha 
auppliara.  Stata  officiala  took  tha  poaition  that  auch  paymanta 
complatad  tha  tranaaction  batwaan  Stata  and  tha  auppliara,  and  that 
it  had  no  authority  to  traca  funda  furthar.  wa  diaagraad  with  thia 
poaition,  ainca  a  kay  raquiramant  of  tha  authorizing  lagialation 
waa  tha  maintananca  of  appropriata  controla  to  pravant  miauaa  of 
tha  funda.  Our  axamination  of  tha  bank  account  racorda  raiaad 
aavaral  quaationa  about  tha  diaposition  of  funda  in  tha  accounta. 
For  axampla,  wa  wara  abla  to  traca  only  a  amall  amount  of  tha  funda 
to  apacific  ragional  auppliara,  and  larga  paymanta  wara  mada  to  tha 
armad  forcaa  of  ona  country. 

Sinca  1988,  whan  AID  aaaumad  managamant  of  tha  Contra  aaaiatanca 
program  at  tha  diraetion  of  tha  Congraas,  t#a  hava  obsarvad  a 
conaidarabla  improvamant  in  tha  managamant  of  tha  program 'a 
oparation.  Howavar,  our  raport  on  tha  aacond  phaaa  of  aaaiatanca 
pointad  out  that  AID'S  madical  contractor  did  not  hava  a  raliabla 
syatam  for  aatimating  raquiramants  for  madical  suppliaa  and 
madicinaa.  During  tha  third  phaaa,  tha  contractor  hirad  a 
subcontractor,  at  AID'S  raquast,  to  assist  in  davaloping  usaga 
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cat«s  and  to  handla  Mdical  proeuramant.  Na  ara  praaantly 

. 

raviawlng  thasa  activitlas. 

Baaad  on  a  2«yaar  invastigation  by  tha  AZD  Znspactor  Ganaral,  tha 
Justica  Dapartmant  haa  racantly  chargad  tha  daputy  dlractor  of  tha 
AZD  task  forca  In  Honduras  with  accapting  bribas  from  the 
subcontractor.  Tha  Znspactor  Ganaral's  staff  is  continuing  its 
invastigation,  and  wa  ara  working  closaly  with  tham. 

Mr.  Chairman,  this  concludas  my  ramarks.  Z  am  availabla  to  answer 
any  guastions  that  you  or  tha  Subcoomittaa  may  hava. 
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